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THE RAILWAY SITUATION IN ITALY. 1 



SUMMARY. 

I. Introductory. Character of railway concessions in Italy, 619 — 
Railways not profitable, State aid always essential, 621 — Oscilla- 
tions of public and private management, 623 — Public management 
now settled, 625 — II. Conventions of 1885 and resumption of State 
operation m 1905 Three railway systems established in 1885, 
627 — Complicated financial relations, 629. — Reserve funds, 631. — 
Inadequacy of reserve funds because of failure of traffic to grow, 632 — 
Other causes of trouble, as to rates and wages, 634 — Immediate 
occasion of resumption of State operation in 1905: procrastination 
in negotiations with the companies, 635; and friction with the em- 
ployees, 636. — III. State operation since 1905. How far autonomy 
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sheet and budget, 642 — How rates are regulated, 644 — Financial 
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Introductory. — The Railways and the State in Italy. 

I propose to discuss the present situation of the rail- 
ways of Italy, where for the last three years nearly all of 
the lines have been operated by the State. Out of a 
total of 16,500 kilometres of road, 13,200 have been thus 
operated. The rest are comprised in a few minor lines 
of small companies, which are themselves subject to a 
rigorous government control. 

The railway legislation of our country differs little from 
that of the other nations of the continent of Europe, 
but is very different from that of England or America. 
Our public law regards the construction and operation 
of railways as enterprises lying outside the sphere of 
private activity. In theory the State only can construct 
a railway. If a private company desires to construct a 
road, it must petition the State for a concession. This 
is not a mere administrative permission, but a strict 
grant of rights bestowed for a limited time. When the 
concession is terminated, the private company must give 
over its line in good condition to the State, which there- 
upon becomes the full proprietor. During the period of 
the concession the company may not sell the railroad, or 
modify its character, or cease to operate it. Nor may it 
increase the rates beyond certain maxima fixed in the 
contract, and it must submit to a very minute technical 
and administrative supervision. 

Our legislation upon railway concessions is substantially 
as follows: — 

1. A concession may be made to a private person, to a 
public body (province, commune, association of provinces 
or communes), or to a commercial company constituted 
in the usual way. 

2. The route of the lines is generally chosen by the 
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petitioner, but the government reserves the right to ex- 
amine and approve it. 

3. In the case of a main line the concession is made by 
statute; in the case of a branch line, by royal decree. 

4. The State almost always contributes to the expenses 
of construction, and sometimes also to the operating ex- 
penses, by a guarantee of interest or of income, sub- 
ventions of various kinds, fiscal privileges, or grants of 
land from the public domain. 

5. The local bodies (provinces and communes) often 
participate in the cost, either by compulsory or volun- 
tary contributions on which the participation of the State 
is conditioned. 

6. The right of the grantee is generally — (a) limited 
in time, the duration, which is variable, never exceeding 
ninety-nine years, and being nearly always less; (6) sub- 
ject to repurchase after a stipulated number of years, and 
in some cases at will, with payment of compensation 
based on the earning power of the road or on the cost 
of construction; (c) subject to forfeiture for failure to 
fulfil the essential terms of the concession. 

7. Upon the termination of the concession the line 
and other property revert to the grantor without any 
compensation. 

8. The rolling stock and other movable properties 
usually receive separate treatment, and the State at the 
termination of the concession makes payment for the 
value of them. 

9. The State (a) supervises the construction and the 
operation of the railways in the interest of safety, of the 
regularity of trains, and of fair treatment of the public; 
(b) audits the accounts of the company. 

The reader will see that private operation of the rail- 
ways implies in Italy a situation different from that of 
the New World. It must be added that in Italy the 
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railroads could never have been the basis of a private 
industry, since from the first not even the main lines 
could earn an income adequate to pay a proper return 
upon the capital employed in construction. Our territory 
is varied, and entails serious engineering difficulties. A 
chain of high mountains separates us from the rest of 
Europe, and another chain runs the length of the country 
from north to south. Rivers and torrents abound. There 
is no line which has not many bridges and many tunnels. 
The average cost per kilometre of the Italian lines is 350,- 
000 lire; that is, more than twice the cost of the American 
roads. The operating expenses are also very high, because 
there are many heavy grades, and because, lacking mines, 
we must procure our iron and coal from other countries. 
On the other hand, the volume of traffic is small. As we 
shall see hereafter, there has lately been a marked growth 
in traffic; but until five years ago gross earnings did not 
exceed an annual average of 20,000 lire per kilometre. 
In these circumstances it is evident that a genuine pri- 
vate railway industry could not arise and prosper, — a 
great contrast with other countries, in which a railway 
concession generally implies a lucrative employment of 
capital. 

Railways arose in our country full twenty years 
after they had developed and spread in Europe and 
America, precisely because they offered no incentive to 
industrial enterprise. The first real builder of railways 
in Italy was the State, and we may recall the memorable 
words which Charles Albert spoke in 1842 before the Sub- 
Alpine Parliament, when he asked for more railways: 
"I am persuaded," said he, "that I cannot better utilize 
the ever-growing resources and the flourishing credit of 
the royal finances than by procuring for the people whom 
God has committed to my care a new and much-desired 
factor in general prosperity." These words epitomize 
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the railway program which all of the Italian governments 
have since observed. It has been their belief that the 
railway, as an instrument of civilization and of well- 
being, ought to be constructed by the State when pri- 
vate initiative does not act. Or, if the State does not 
care directly to construct and operate roads, it ought 
to encourage private capital to do this by offering appro- 
priate subventions. Thus some of our governments con- 
structed railways directly, others by subvention. But 
almost no line has been built in Italy without govern- 
ment aid. The seven billions of lire spent upon the 
construction of our lines have been almost entirely sup- 
plied by the State. 1 In part these billions represent 
loans, in part they represent annual payments which are 
being made to various private companies. For the latter, 
altho no longer operating roads, have due to them from 
the State the sums which they devoted to construction. 

The existence of the aid, and the fact that it was ac- 
corded by rather complicated provisions which sought to 
reduce to a minimum the burden upon the State, created 
between government and company ties of interest so 
complex that controversies continually arose which gave 
to the private regime a marked appearance of instability. 
These controversies grew out of the difficulties which 
were encountered first in fixing the terms of the contracts 
and then enforcing them. Where a private railway in- 
dustry comes into existence through private capital, and 
subventions from public money constitute an exception, 
the State can confine rhelf to exercising such supervision 
and accounting as are sufficient to guarantee to the people 
safety of travel, and fairness and uniformity of rates. 

1 The author has already said that there are 16,500 kilometres of railroad in 
Italy, constructed at an average cost per kilometre of 350,000 lire. Since the 
product of these figures falls short of six billions, the total cost of seven billions, 
noted on this page, must include the 910,000,000 lire voted by the State in 1905 
to make up certain deficits (see page 34). Ed. 
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But when the State contributes largely to the construc- 
tion of the roads, and then endeavors to maintain its 
interests through complicated contracts, which seek to 
regulate rates, secure for the State a share in the profits, 
and avoid impairment of the plant, the conflict of 
interests becomes so great that it is very difficult to 
arrive at a lasting arrangement. 

We have said that Italy has not pursued a consistent 
railway policy. In fact, the country has oscillated be- 
tween a State regime and a private regime, finding in 
neither a stable arrangement. We have seen why pri- 
vate operation of the roads could not easily endure. 
Administration by the State in turn met a grave obstacle 
in the general immaturity of our political and administra- 
tive system. The railroad is a great source of favors, it re- 
quires an enormous number of employees, it is an essen- 
tial condition of all business, it involves vast interests, 
and it supplies an endless field for selfish desires. Such 
desires are especially rife in a poor country, where even 
the most successful industries are not in a position to 
scorn aid, where the competition for employment is 
always keen, and where many men regard the public 
income as a proper source of private profit. From this 
it is clear why the operation of the Italian roads by the 
State has also frequently failed. 

State administration was begun as far back as 1847, 
upon the lines of Piedmont. In 1865 these fines were 
granted for 200,000,000 lire to a private company, which 
assumed also the operation of other lines, while the rest 
of the Italian railways were divided among four other 
companies. In 1876 there was a return to government 
operation, and in 1885 the roads were granted anew to 
three companies. In 1905 the government again took 
over the roads. Since the railroads were expensive and 
the volume of traffic was small, the results were never 
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satisfactory. It was supposed that better results would 
follow a change of system, while in fact the evil is inherent 
in natural factors which cannot be changed. 

The point which I should like to emphasize in this first 
part of my study is this : the railroads of Italy have never 
been under genuine private management. Between the 
companies and the government, ties have always existed 
which, while they took from the former freedom of initia- 
tive, forced the latter to intervene constantly, not only 
to safeguard the interests of the public, but also to pro- 
tect the treasury. All of the attempts to make private 
operation permanent, in order to avoid operation by 
the State, have been unsuccessful. The last return to 
State operation (July 1, 1905) is therefore not a genuine 
change of system, as such a procedure might be for America 
and England. These countries have seen the railroads 
grow up through unrestricted private initiative, with all 
the inconveniences, it is true, but with all the great ad- 
vantages also of that system; and, if they should desire 
to operate the railways themselves, they would have to 
face the grave financial problem of purchase. In Italy 
the railroads already belonged to the State, which had 
only sold the movable properties, retaining the right of 
reacquisition; and consequently, as we shall presently see, 
scarcely half a billion of lire were necessary to liquidate 
the credits of the companies. The results secured in 
Italy by the two opposite systems, in whatever fight they 
are to be judged, may not, therefore, in my opinion, be 
regarded as examples by nations which are in more fort- 
unate circumstances. Nor should the recent assump- 
tion of State operation constitute a precedent to encour- 
age other States, apart from reasons of a different kind, 
to follow our example; for it must not be forgotten that, 
if the economic conditions which obtained while our rail- 
roads were building had allowed a healthy and free pri- 
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vate industry to prosper, we should, with entire content, 
have avoided a system which undoubtedly presents many 
perils. 

To-day everybody in Italy (and I include those who 
until the last moment discountenanced the abandonment 
of the private system) agrees that we shall never return 
to the operation of railways by companies, not even if 
the government system should prove unprofitable to the 
public, and should give rise to aE the difficulties com- 
monly ascribed to government management. This is 
true, not only because, after the many experiments which 
we have made, we have become sceptical of the possi- 
bility of framing satisfactory and permanent contracts, 
but also because operation by the State, in the direction 
which it has taken in the last three years, has become 
very popular. As, in Roman times, the people demanded 
panem et circenses, so to-day they insistently demand 
reductions in rates and increases in the number of trains, 
without any regard to the effects which these favors may 
have upon the State budget. The disposition to travel, 
which in our poverty-ridden country for a long while 
showed itself but slightly, has in the last few years de- 
veloped in an extraordinary manner. And, despite the 
fact that many economists and government officials do 
not fail to warn against the dangers of a too liberal policy, 
the mass of the people urgently demand reductions in 
the rates of transportation. It is significant that such 
reductions are more generally demanded than reduc- 
tions in our burdensome income and consumption taxes. 

It must be added, however, that the conviction is also 
spreading among economists that an increase in traffic 
may indirectly lead to such an increase in public wealth 
as will compensate for the sacrifices of the State. In new 
countries reductions in railway rates produce results of 
far-reaching importance, which are reflected in the general 
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wealth even when railway finances suffer. True, Italy 
is not a new country; but she is undergoing a process of 
regeneration not unlike that which occurs in a country 
which is passing from a lower to a higher stage of eco- 
nomic development. And a school is growing up, influ- 
enced in its principles by the German economists, which 
holds that railway transportation may be regarded from 
two points of view, — from that of pecuniary gain and that 
of the public interest. In the first case the railway is 
regarded as the means to an immediate profit. In the 
second the pecuniary interest is subordinated, and con- 
cern is had only for the advantages which the public may 
derive from the transportation service. At the far ex- 
treme of this second tendency there is the Utopian idea 
of free transportation, which, strange as it may seem, 
has more than once been seriously considered in Europe. 
But, without going to this extreme, there are many who 
see, and firmly believe in, the expediency of disregarding 
considerations of profit and of devoting the railways 
more fully to their function of serving the public. Gain 
is to be sought, not in the narrow budget of the railway 
itself, but in the economic budget of the nation. Of 
course, only a State railway system can act upon this 
principle. 

It is easy to see the dangers of such a tendency, which 
in the vagueness it fosters would make restraint almost 
impossible. Especially in countries of representative gov- 
ernment, legislation is likely to be inspired, not by a care- 
ful estimate of the public benefit, but by motives of a 
political nature. Nevertheless, it cannot be denied that 
the tendency exists, and is responsible for the constant 
growth of State operation. 

With this preliminary survey we are in a position to 
estimate at their right value the facts which the following 
two chapters will set forth. One of these will discuss 
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the private operation of the roads in Italy during the 
twenty years 1885-1905 (the earlier period is already 
well enough known), while the other will discuss the 
methods and results of State operation in the last three 
years. 

II. 

The Conventions of 1885 and the Return to State 
Operation in 1905. 

From President Hadley's classic volume on Railroad 
Transportation as well as from later studies, the American 
reader has already learned the relations which the conven- 
tions of 1885 established between the State and the private 
companies in Italy. We need only to recall briefly those 
relations. 

In 1876, after the failure of the private companies, 
the government of Italy had to buy back a large part of 
the lines constructed up to that time, and operate them 
upon its own account. This action was hastened by the 
Conservative political party, which favored operation by 
the State. Before, however, the terms of the acquisition 
had been arranged, the Liberal party, which favored 
private operation, had come to power. Thus it happened 
that operation by the State, being regarded as a provi- 
sional expedient, was not planned seriously, nor with 
reference to a long continuance. This fact surely con- 
tributed to the unfortunate results of the experiment. 

On the other hand, the roads were in bad condition, 
and the situation of the treasury was far from flourishing. 
The economic status of the country was depressed, and 
traffic therefore small. Operation by the State produced 
results which gave satisfaction to no one. 

A commission of investigation was appointed to study 
the problem carefully and decide upon a scheme of opera- 
tion. The commission advised a return to private opera- 
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tion. But since the railways had always belonged to the 
State, and it seemed neither opportune nor possible to sell 
them, recourse was had to a special form of contract, by 
which the companies leased the lines, and bound themselves 
to operate them according to special terms. Such a 
contract was then in existence in Holland, where, it was 
said, it had resulted well. Thus arose the conventions 
of 1885, which brought about an arrangement intermedi- 
ate between private operation and State operation, con- 
taining elements of both. The peninsular lines (the 
Sicilian roads were separately treated) were divided into 
two large systems. Granted that it was desirable to 
divide the continental lines into two systems, the method 
of division adopted (namely, from north to south) was 
undoubtedly the best. As a matter of fact, trade in 
Italy very generally follows such a direction. The North 
sends its manufactures to the South, the South its agri- 
cultural products to the North. The division therefore 
was calculated to stimulate in some degree competition 
between the two peninsular systems. Other considerations 
also, such as an approximately equal mileage and the same 
number of approaches to passes into other countries, 
helped to place the two lines upon an equal footing. 

Three systems were thus formed, the Mediterranean, 
the Adriatic, and the Sicilian. The Adriatic system was en- 
trusted to the already existing Italian Company of South- 
ern Railways, the other two to Italian companies formed 
for the purpose. I emphasize the national character of 
the companies because in the previous combinations 
foreign capital, another disquieting element, had pre- 
dominated. 

The duration of the contracts was fixed at sixty years, 
divided into three periods of twenty years. At the ex- 
piration of each period the contracting parties had the 
right, upon two years' notice, to dissolve the contract. 
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In 1885 there were 10,066 kilometres of railway in Italy, 
of which 8,774 were distributed among the three important 
companies, and 1,292 were in the hands of small companies, 
which still operate them. The Mediterranean system had 
4,046 kilometres, the Adriatic system 4,131 kilometres, 
the Sicilian system 597 kilometres. Here let us note, as 
we shall not again return to the point, that appropriate 
clauses of the contract provided for an extension of the 
railways. This was important, since our country was 
then, even more than to-day, scantily supplied. The 
construction of new lines was entrusted to the three oper- 
ating companies, which commanded abundant capital 
and credit. Thus it happened that in the twenty years 
1885-1905 the railways constituting the three systems 
increased about 50 per cent. ; or, in other words, by July 
1, 1905, the Mediterranean system had increased to 5,734 
kilometres, the Adriatic to 5,652 kilometres, and the 
Sicilian to 1,079 kilometres, — a total of 12,465 kilometres. 
The cost of installing the 12,465 kilometres amounted by 
that date to 5,200,000,000 lire, besides 560,000,000 lire 
for rolling stock. 

Let us see now what were the financial relations estab- 
lished between the State, as proprietor of the lines, and the 
lessee companies. This was, of course, the most difficult 
matter to arrange. It was determined, first of all, that 
the companies should purchase the rolling stock (loco- 
motives and cars) and other operating appurtenances 
(furnishings, tools, and movable property in general) as 
well as the supplies on hand when the act was passed 
(the total valued at 265,000,000 lire). At the expiration 
of the conventions the State, by repaying the sums ex- 
pended, should acquire possession of this property. These 
sums were a kind of surety that the companies would per- 
form their obligations. Since they were also a virtual 
loan to the State, destined to be used for betterments 
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of the railways (the conventions obliged the State to 
deliver the lines to the companies in good condition), the 
treasury paid an interest upon them of 5 per cent. 

The operating expenses fell to the companies. These 
included maintenance of way and of structures. But for 
extraordinary expenses, whether for maintenance, re- 
newal, or permanent way and rolling stock, — expenses, 
in other words, which properly fell to the proprietor, — 
there were created reserve funds. 

The gross earnings, it was agreed, should be distrib- 
uted as follows. What was called the initial product 
was first treated. This was fixed at 112,000,000 lire for 
the Mediterranean system, 100,000,000 for the Adriatic, 
8,000,000 for the Sicilian. Of the earnings up to this 
point, 65| per cent, were to go to the companies, 27£ per 
cent, to the State, and 10 per cent, to the reserve funds. 
When the earnings exceeded the initial product, the excess 
was to be divided as follows. Up to 50,000,000 fire 
(for the two large companies), 56 per cent, should go to 
the companies, 28 per cent, to the State, 16 per cent, to 
the reserve funds. Of the excess above 50,000,000 lire, 
50 per cent, of the earnings should belong to the com- 
panies. For the Sicilian system, whose volume of traffic 
was much smaller, the following division was adopted. 
82 per cent, should go to the companies for their ordinary 
expenses, 3 per cent, to the State, 15 per cent, to the 
reserve funds. Any excess up to six and a half millions 
should go in the proportion of 74 per cent, to the com- 
panies, 6 per cent, to the State, 20 per cent, to the re- 
serve funds; above six and a half millions, 64 per cent, to 
the companies, 16 per cent, to the State, 20 per cent, to 
the reserve funds. 

Besides thus sharing in the gross earnings the State 
was to receive a part of the net income from operation 
whenever the dividends exceeded 7£ per cent. Its portion 
would then be one-half of the amount above this rate. 
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This arrangement applied only to the lines existing in 
1885. But for the lines constructed later by the companies 
themselves, during the period when the conventions were 
in force, — lines which were called complementary, — 50 
per cent, of the gross income fell to the companies, 40 per 
cent, to the State, and 10 per cent, to the reserve funds. 
In addition the State annually paid to the companies a 
fixed amount of 3,000 lire per kilometre operated. When 
the income reached 15,000 lire per kilometre, the line was 
annexed to the main system, and its revenues treated as 
already explained for those systems. 

The reserve funds were of three kinds, destined re- 
spectively: (a) to the repair of roadway and buildings 
when damaged by unavoidable accidents; (6) to the re- 
newal of plant, as it depreciated through use; (c) to the 
renewal of the rolling stock, as it was worn out. These 
three funds were kept up, as we have seen, from a share of 
the earnings, variously distributed among the funds. 

There was also instituted a fund for capital improve- 
ments (Cassa per git Aumenti Patrimoniali) in which were 
to be placed the sums necessary to provide for new con- 
struction or the betterment of the completed property, 
as well as for the acquisition of new rolling stock. This 
fund was to be supplied from the proceeds of 3 per cent, 
bonds issued by the companies, but guaranteed by the 
State, maturing in ninety years. 15 per cent, of the in- 
come above the initial product was to be used as a sink- 
ing fund. 

The State reserved to itself the right to approve rates, 
time-tables, and plans for construction and the supply 
of rolling stock. 

Undoubtedly, as may be seen, this edifice was well 
conceived, but its basis was extremely complicated and 
precarious. In order that all should go well, it was es- 
sential that the estimates upon which the calculations 
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were based should be realized. But it is easy to see how 
difficult it is to predict exactly concerning matters of this, 
kind. And, in fact, the chief defect of the Italian railway 
conventions of 1885 was the error in the financial antici- 
pations. I must add that the error was to some extent, 
voluntarily incurred, since, as happens in such cases, in 
order to facilitate the making of the contract, considera- 
tions which might reasonably have cast doubt upon 
future results were eliminated from the arguments. 

So much for the conditions which led to the failure of 
our conventions. The causes which inspired both State- 
and companies to ask for the dissolution of the contract 
at the end of the first period, on July 1, 1905, thus de- 
stroying after twenty years an agreement which might 
have lasted sixty, may be classified into essential causes. 
and occasional causes. 

Among the essential causes, which depend upon the- 
errors of prediction that we have referred to, must be 
mentioned, first of all, the failure of the fund for capital 
improvements. In this fund it was expected to accumu- 
late the capital necessary for new construction, new roll- 
ing stock, etc. New construction and new equipment 
are necessary to a railroad system if and in so far as the 
traffic and, consequently, the earnings increase. Hence 
this fund was to be maintained from the increase in the 
earnings. In the years before 1885 there was a consider- 
able and continuous increase. It was supposed then that 
this situation would last. But, as so often happens, the 
period of expansion was followed by one of depression, 
and recuperation, and the revenues of the railways, which 
up to 1885 had been increasing, remained stationary after 
1885, and positively diminished a few years later, when 
a profound economic crisis was felt through all the countries 
of Europe. From the very beginning there was no pro- 
vision for the issue of securities which would supply the 
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capital necessary to new construction and to the purchase 
of new equipment. The need for such expenses appears 
even when the revenues do not rise. To illustrate how 
divergent were forecasts and reality, it may be pointed 
out that the fund for capital improvements, which in the 
twenty-year period should have received not less than 
two hundred millions of lire, actually received only eighty. 

Nor did the reserve funds fare better. They were in- 
tended not only to provide for construction and renewal 
of roadway and equipment, as need arose, but also to 
accumulate the instalments for amortization and provide 
for the depreciation of way and rolling stock. The equip- 
ment, however, had been calculated to last much longer 
than proved actually to be the case. And so it happened 
that the funds accumulated during the twenty years fell 
short of the requisite amount by one hundred and fifty 
millions of lire. 

It was a consequence of this divergence of forecasts 
and actuality that the State, which expected to hold aloof 
from any part in the financial management of the roads, 
found itself, in fact, pressed by the companies to make up 
the deficits. As proprietor of the lines, it should perform 
a function which the reserve funds had failed to perform 
automatically. When the public complained of lack of 
cars, and insufficiency of side tracks and of storage ter- 
minal facilities, it was invited by the companies to direct 
its complaints to the government. The government in turn 
sought to exonerate itself by charging the companies with 
having devoted an excessive part of their income to 
operating expenses. Naturally, these disputes delayed 
the necessary provisions still further, and intensified the 
lack of facilities to such an extent that at one time it 
became necessary to lease many cars from other European 
railways, — an expedient which proved very costly. 

Without going into further detail, we may say that the 
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chief cause of the failure of our conventions was the at- 
tempted separation of the obligations of the State as 
proprietor from those of the companies as operators. 
This separation, inevitable tho it was, was sure to lead 
in the end, through a division of interest and responsi- 
bility, to a loss of efficiency and to bad service. 

Let us take up another of the essential causes. Altho 
rates had to originate with the companies, the right to 
approve them had been reserved to the State. But it 
did not fail to happen that the State, under pressure of 
interested parties, took the initiative in making reduc- 
tions which the companies were unwilling to grant. Then 
the State, as the terms of the contract gave reason to 
foresee, offered to pay the difference between the rate 
which it proposed and that which the companies had 
agreed to. Here, again, was an abnormal situation. The 
consequent loss of the State was probably greater than 
it would have been if the State had itself operated the 
railways. Besides, the possibility of further accommo- 
dations of the same sort led the companies thereafter to 
await pressure from the State in the matter of reductions. 

A third cause was in the dealings with the employees. 
By the conventions the employees then in service were 
to continue under the companies, and were guaranteed 
fair treatment and the same terms as before. But the 
guaranteeing clause was not read in the same way by the 
employees and by the companies, and the State took 
sides with the former. This third dispute ended like the 
others. The employees threatened a strike, and the State, 
intervening to avoid the grave consequences which such 
a disturbance might have had for the country, declared 
itself willing to assume the burden of paying the differ- 
ence between the remuneration which the companies 
were willing to grant and that which the State deemed 
just. In this way the companies were relieved of the 
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gravest of industrial risks, while a source of hazardous 
disputes arose for the State. 

In spite of all these difficulties the transition to State 
operation would not have come so soon, had not the 
other causes, which we have termed occasional, made it 
inevitable. State operation had not yet found confirmed 
advocates among the economists and public men of our 
country. Many were of the opinion that, before accept- 
ing government operation, every effort should be made 
to maintain private operation by perfecting the old con- 
tracts. A commission of investigation which was ap- 
pointed to study the problem advised, after a long and 
careful research, that private operation be retained. But 
it called for modifications which the companies would 
probably not have accepted. And in any case, because 
of the elaborate nature of the investigation, its results 
appeared too late to throw light upon the important 
question. In this indecision the opportune moment 
slipped by. The conventions could not be renewed unless 
the contracts were modified, since the companies, which 
had distributed few dividends during the twenty years, 
demanded an increase in the proportion of the earnings 
allowed them. On the other hand, the possibility of 
State operation roused great concern because of the 
dangers which were generally attributed to it. The 
situation had become such that, since new contracts were 
impossible, operation by the State was the inevitable 
solution. 

An added factor hastened its coming. The Socialist 
party, which had by this time grown strong in the Chamber, 
favored State operation as a matter of principle. Some 
saw in it a first, if slight, step in the direction of collec- 
tivism. The Socialist party succeeded in attracting to 
itself other groups in the Chamber, among them the 
labor parties. The railway employees, who are a solid 
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organization with a socialistic tendency, saw in the sup- 
pression of the companies the possibility of new mate- 
rial advantages. 

The government meanwhile, while still negotiating 
with the companies for the continuance of the contracts, 
thought it well to be prepared for the failure of its efforts 
to negotiate, and proposed a law for the operation of the 
roads by the State. This law included provisions which 
sought to prevent strikes by the employees. Against 
these provisions the employees at once went upon a 
strike, hurling defiance at the Parliament. The Chamber 
took up the challenge, and after almost no discussion 
voted a law (April 22, 1905) which decreed State opera- 
tion upon the three systems, and retained the severe 
measures which the employees had contested. This acci- 
dent — such one may term it — proved the immediate oc- 
casion for the return to State operation in Italy. 

The law of April 22 was a provisional law, which, since 
it has been replaced by the definitive law of July 7, 1907, 
we will not discuss. Nor shall we stop to consider the 
later law (since it was only an episode) for the redemp- 
tion of the lines (about 2,000 kilometres) which had be- 
longed to the Company of the Southern Railways. These 
lines were only incorporated in the State system on July 
1, 1906, a year later than the others. 

From what we have already said it is clear that no 
serious financial difficulties stood in the way of State 
operation. The only payment which the State had to 
make to the companies was a payment for the value of 
the equipment. This amounted originally to 265,000,000 
lire. The total required on equipment account, including 
provision for new rolling stock, was about 500,000,000 
lire. This comparatively small sum could be secured 
from funds available in the treasury. 

The roads, when turned over to the State, were, how- 
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ever, greatly defective in permanent way as well as in 
equipment. We have seen that the companies had been 
freed from the necessity of providing for improvements 
in permanent way and rolling stock, and that the reserve 
funds had not been sufficient to provide for these. We 
have seen also that the government and the companies 
had not found it possible to agree upon the means for 
adding needed facilities. From the financial point of 
view the greatest problem was that of providing the 
funds necessary to make up these great past deficiencies. 
This the State accomplished by three successive laws 
which placed at the disposal of the Railway Administra- 
tion of the State the sum of 910,000,000 lire to be paid 
by 1911. This sum was procured in part from funds 
supplied by the treasury and in part by loans. 

III. 

State Operation since 1905. 

It is well known that the administrative arrangements 
of European governments are predominantly of a cen- 
tralized type. The auditing of receipts and the disburse- 
ment of expenses are undertaken by central organs which 
have a direct jurisdiction over the entire financial opera- 
tions of the State. It is easy to see to what consequences 
this system leads. Everything that the government does 
is done slowly and clumsily by reason of the thousand 
formalities which must be observed. We generally epito- 
mize these defects in a single phrase: the State is a poor 
business man. And, indeed, the slowness in reaching deci- 
sions and the awkwardness of excessive accounting lead, 
in the case of State industrial operations, to a lower 
final profit than that which a private company would 
obtain. 

With these considerations in mind our government, 
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when it prepared the laws for State operation, was wisely 
careful to establish the administration of the railways 
upon a purely industrial basis. The railways were not 
to become a part of the great State machine, and take on 
the slow, awkward movement of that machine. This is 
accomplished by creating an "autonomous" administra- 
tion for the railways, — the term was in fact applied to 
the new organization. The principle of autonomy re- 
quires a few words of explanation. It is necessary to 
distinguish between an autonomous governmental ad- 
ministration and an autonomous entity. The latter, 
the autonomous entity, controlling its own budget, can 
have no place in a country of representative government. 
Like the other branches of public administration, the 
railway administration must be governed by a responsible 
ministry. Tho the ministry may delegate its powers of 
management, it must always be responsible to Parliament 
and the country. As Deputy Rubini correctly observed 
in an admirable report to the Chamber, a resolute step 
is necessary in order to attain and conserve autonomy 
proper. The administrators should be made responsible 
to a judicial body, having power of supervision and veto, 
and chosen without reference to political rivalries, — a kind 
of economic parliament in which should be represented 
all of the interests which depend upon the railway. Until 
this is done, it is impossible to think of an entity with 
functions independent of the executive power. The truth 
of this is enforced by the experience of other nations where 
State operation has long obtained, or has been recently 
adopted. But, while the creation of an autonomous 
entity is out of the question, none the less the technical 
character of railway management requires that the various 
methods of audit and control should be reduced to man- 
ageable limits. Of course, it must not be inferred that 
the employment of the public moneys need no longer be 
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scrutinized; and that the railway budget, with its great 
size and its uncertain and changing character, should 
not carefully be held from interference with the State 
budget. 

Let us see in what concrete form the principle of au- 
tonomy has been embodied in our laws. 

First of all, railway administration, unlike the other 
departments of the State, is not immediately dependent 
upon the ministry. It is intrusted to a council composed 
of eight members and a presiding Director-General. Two 
of the councillors are chosen from among the railway 
officials of the State, three from among the officials of 
other government departments, and the other three from 
among citizens who possess technical or administrative 
attainments, and who, when nominated, become State 
officials. The Director-General and the councillors are 
appointed by royal decree on nomination of the Minister 
of Public Works and with the consent of the council of 
ministers. A councillor cannot hold another parliamen- 
tary appointment. The Director-General cannot hold 
another parliamentary or elective office. Each group of 
the council is to be renewed periodically, the initial changes 
taking place by lot. Half of the State railway officials 
are elected every two years, and may be successively 
re-elected. A third of the councillors of the other two 
groups are elected each year, and may be re-elected only 
once. The Director-General and the councillors cannot 
be removed or suspended from office except by a royal 
decree giving reasons, and the council of ministers must 
have consented. By these means it is sought to obviate 
political interference. 

It is the business of the council to regulate the various 
functions of the administration; to consider the budget; 
to approve new projects and contracts; to authorize law- 
suits or to accept amicable settlements; to approve busi- 
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ness agreements, exchanges or leases of rolling stock, the 
use of joint stations with other transportation com- 
panies, and agreements for special rate reductions; to 
approve sales of property; and to confer upon the treat- 
ment to be accorded to the employees, — in matters of 
discipline, for example. 

The Director-General is the representative of the ad- 
ministration. He approves plans involving sums not 
exceeding 50,000 lire; he gives contracts to successful 
bidders at public or private auction, when a value not 
exceeding 20,000 lire is involved; and he makes private 
contracts for labor and supplies to an amount of 5,000 
lire. He authorizes lawsuits or amicable settlements in- 
volving a value not over 10,000 lire. And he approves 
and authorizes the beginning of urgent work for which 
the sanction of the council is necessary. He is assisted 
by two Vice-Directors-General for the construction and 
operating departments, respectively. 

The Director-General and the councillors are responsible 
to the State for damage done to the railways through in- 
fraction of laws, negligence, or abuse; and they are sub- 
ject to the jurisdiction of the Court of Accounts, which is 
the general auditing body for all the affairs of the State. 

The direct interference of the minister in the affairs of 
the railway administration is thus impossible. But, as we 
have already said, the administration must be responsible 
to Parliament, and it was therefore necessary to insti- 
tute a power which would supervise its acts, and forbid 
acts which were contrary to law or the interests of the 
State. The minister, therefore, either upon his own 
initiative or upon request, can declare unlawful, by a 
decree giving his reasons, any act or decision of the admin- 
istration which is contrary to the laws and regulations. 
For important reasons the minister can also suspend, or, 
following a discussion by the council of ministers, veto, 
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the acts of the railway council and the decisions of the 
Director-General. But, of course, he cannot substitute his 
own orders for those which he suspends or vetoes. In 
order that the minister may exercise these powers, it is 
required that the railway administration submit to him 
within twenty-four hours the records of its own delibera- 
tions. The minister has the right and the duty to acquaint 
himself by whatever means seem to him best with the 
progress of railway affairs. The approval of the nomina- 
tions and the promotions of the more important officials 
is reserved to him. He authorizes the terms of the more 
important contracts for construction or purchases of 
materials, when these are made otherwise than through 
the highest bidder. l 

It is evident that autonomy exists, however it be cir- 
cumscribed and qualified. At present it is impossible to 
say whether these arrangements, which date only from 
July, 1907, are sufficient to their purposes. Probably 
they will be, however, when some details are corrected 
and when they are construed with a certain liberality. 

Autonomy should have placed the management of the 
railways outside the sphere of political influence, which is 
always dangerous in countries of representative govern- 
ment. But this is very difficult to accomplish. If the 
government desires to impose upon the railway service a 
policy determined by political considerations, it always 
succeeds, because, in spite of the restrictions of the law, 
it has a moral influence which is difficult to oppose. A 
state of conflict between the party in power and the ad- 
ministration of the railways is inconceivable. 

It is pertinent to note here another danger of a political 
character, which is generally attributed to State opera- 
tion. The party in power, it is said, may command the 

1 Our law for State accounting requires that all purchases of supplies and all 
contracts issuing from the treasury shall be made at public auction. Private 
negotiations are permissible only by way of exception. 
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electoral strength of the army of railway employees, 
which in Italy numbers 130,000. That this is not a real 
danger follows from the fact that the State pledges itself 
to retain the railway employees in service until they reach 
the age limit, when they receive a pension. In other 
words, the State engages its employees for life. The em- 
ployee has no occasion for showing loyalty to a party 
which cannot take his employment from him. As a mat- 
ter of fact, the great railway labor organization of the 
country, the Syndicate of Italian Railway Workmen, has 
manifested socialistic tendencies, and opposes at the elec- 
tions the Constitutional Party in office to-day. 

In any case the law, in order to maintain some parlia- 
mentary control upon the work of the administration, has 
created a parliamentary Commission of Vigilance. This 
commission, which is composed of six senators and six 
deputies, elected by their respective Chambers, is empow- 
ered to supervise the conduct of the railway service in 
■a comprehensive way, and to make an annual report 
•upon it to the Parliament. 

Let us next consider the balance sheet as regulated by 
law. First it must be noted that the value of the roads 
;and the equipment has not, as might appear logical, been 
debited to the State administration of the railways. The 
railways have been constructed or acquired by expendi- 
tures from the treasury, and the latter ought, perhaps, to 
claim from the autonomous administration interest on the 
capital invested. But we have already explained that the 
Italian railways, taken as a whole, yield no direct profit 
to correspond to interest upon the capital expended. If 
such a return had been demanded, the balance sheet 
■would always have shown a deficit. Instead, the prin- 
ciple has been accepted that the transportation service 
should return to the treasury the same net income (about 



THE RAILWAY SITUATION IN ITALY 643 

fifty millions) which the companies had received in re- 
cent years, and in addition should create sinking funds 
for all advances which the treasury should make from 
its own resource, lest there should be further deficits on 
capital account. 

In the balance sheet, then, income and expenditure are 
distributed as follows. Income is ordinary or extraor- 
dinary. In the former are included the earnings from 
traffic, reimbursements, rentals from third parties or other 
government departments, and, in general, the entire oper- 
ating income. Extraordinary income comprises the sums 
supplied by the treasury for extraordinary expenditures, 
or expenditures on capital account. 

Expenditure, likewise, is ordinary or extraordinary. 
The former includes operating expenses, as for labor, fuel, 
maintenance of way and equipment; "supplementary" 
expenses necessary to repair the damage done by serious 
accidents, and to provide for the renewal of permanent 
way and equipment; "accessory" expenses, for interest 
and sinking fund instalments on advances from the treas- 
ury. The last two groups correspond to those to which 
were assigned, during the period of private operation, the 
reserve funds and the funds for capital improvements. 
The extraordinary expenditures are those devoted to the 
increase of the property. They are paid out of extraor- 
dinary income. 

The railway budget, embodying both income and ex- 
penditures, is submitted for approval to the Parliament, 
together with the budget of the Minister of Public Works. 

The creation of a reserve fund, through annual payments 
amounting to 2 per cent, of the earnings, is obligatory 
until 30,000,000 lire are reached. This fund provides the 
sums necessary for unforeseen requirements of the ser- 
vice, for which the budget appropriations are insufficient, 
and, besides being a true reserve fund to be utilized in 
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years of low earnings, it is a means of avoiding the neces- 
sity of passing laws to allow the budget appropriations to 
be exceeded. It has been found in practice that the 
payments made into this fund have been too large, and 
they will therefore be reduced to six millions of lire. 

The determination of rates has the same basis now as 
in the period of private operation. It is governed by two 
principles: only by law can the rates be raised, but a 
royal decree is sufficient to lower them. In other words, 
the government can diminish, but not increase, the rates 
of transportation, just as it cannot increase the taxes 
without the consent of the Chambers. Royal decrees 
providing for reductions can be revoked when the experi- 
ence of one year so advises; but, if maintained, they must be 
confirmed by law. The Director-General may grant tempor- 
ary reductions by making special contracts with shippers. 

In the matter of rates the law has, however, provided 
that the railway administration be advised by a consulta- 
tive body representing all the interests of the country. 
It has, therefore, created a General Traffic Council, with 
the Minister of Public Works or the Director- General 
(vice-president) as chairman. The council is composed of 
representatives of all the government administrations 
(war, navy, posts and telegraphs, patents, etc.), of the 
higher officials of the State railways themselves, of repre- 
sentatives of the secondary railways and of the street 
railways, of seven citizens chosen for special technical or 
legal ability in railway matters, of representatives from 
the Chambers of Commerce and from the agricultural 
societies, and, finally, of a representative of the press and 
of two representatives of the railway employees. This 
large body is called to discuss all questions of rates. It 
considers the cancellation of existing rates and the estab- 
lishment of new ones, proposals for increase or decrease 
of prices, the nomenclature and classification of freight, 
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the interpretation of the contracts of transportation, and 
the relations of the railways and the public. 

Let me now turn to the results of the first three years 
of State operation. Properly to appreciate these, the 
reader must remember that the beginning of the new 
system of operation coincided with the appearance of a 
phenomenon of great commercial expansion, common 
both to Europe and America. The measure of this ex- 
pansion in Italy is revealed in the figures for imports and 
exports, which grew from 2,500,000,000 lire in 1897 to 
3,800,000,000 lire in 1905. This expansion was strongly 
reflected in the business of the railways. 

The following table gives the course of earnings, at 
intervals of five years, from 1885 to the present, on the 
three great systems: — 



Year. 1 


Earnings 


Increase 


1885-86 .... 


. . . 207,922,670 lire 




1890-91 . . . 


241,541,077 " 


16 % 


1895-96 . . . 


. . 247,496,615 " 


2.5% 


1900-01 . . . . 


. . 294,855,234 " 


19 % 


1905-06 


. . . 382,173,071 " 


29 % 



The earnings, which in the quinquennial period 1891-96 
increased only 2.5 per cent., increased 19 per cent, in 
1896-1901 and 29 per cent, in 1901-06. The average 
annual increases for the three periods were respectively 
0.5 per cent., 4 per cent., and 6 per cent. The freight 
traffic, which in 1903 was only twenty millions of tons, 
reached thirty millions by 1907. And yet in the last five 
years, except in the case of small branch roads, no new 
railways have been constructed. 

More instructive is the following diagram, which indi- 
cates year by year, for the period 1885-1905, the gross 
earnings per kilometre of road. How serious was the 

1 The fiscal year is from July 1 to July 30 
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effect of the depression is evident from the fact that ten 
years were necessary to restore earnings to the figure of 
23,000 lire per kilometre, which had been attained in 
1888. And the exceptional developments of recent years 
are shown by the fact that the earnings per kilometre 
reached 31,000 lire, the greatest amount ever attained. 
In 1905-06, the first year in which the State assumed the 
operation of the roads, there was an increase of about 
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thirty-one and one-half millions in total earnings over the 
previous year. This 10 per cent, increase is very excep- 
tional, since in normal times, even in the richest and most 
advanced countries, the year-to-year increase does not 
exceed 5 per cent. The increase in earnings continued in 
1906-07, when the total reached 424,910,776 lire, or 12 
per cent, more than the previous year; and also in 1907-08, 
when the earnings were 473,128,768 lire. 
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In contrast to this increase in earnings was the dubious 
situation existing at the time of the change of regime. 
In the preceding years the companies had neglected to 
replace the cars worn out, and to supply cars to meet the 
new exigencies of traffic, and they had neglected to pre- 
pare the roads for heavier traffic. And, when they decided 
to operate the roads no longer, even the current service 
began to lapse. The new State administration, impro- 
vised in but little more than a month (the provisional 
law was passed April 22, 1905, and the new administration 
began on July 1, 1905), had to face the immediate neces- 
sity of supplying enormous deficiencies in the equipment, 
and of inventing a new system of operation. Of 2,664 
locomotives which the State received on July 1, 1905, 
798 had been in service for thirty years, or as long as they 
could properly remain. Of 6,895 passenger cars, somewhat 
less than half, 3,077, had also had thirty years of service, 
and 10,000 out of a total of 52,778 freight cars had been 
in service forty years. There were also too few employ- 
ees, because the companies in their last years had not 
taken on new men, and those whom the State now took 
on could not immediately perform their tasks. 

In consequence of these difficulties, the State could not 
at once give satisfactory service. Loud complaints were 
raised against the lack of freight cars and the delays of 
passenger trains. The distrust of State operation became 
so pronounced that its future would have been seriously 
menaced if a return to private operation had been feasible. 
In memorable sessions of Parliament, deputies of all par- 
ties cast bitter reproaches upon the railway administra- 
tion, and some went so far as to demand an investigation 
into the causes of the disorders. 

But time justified the arguments of those of us who 
ascribed these disorders to the inadequacy of the equip- 
ment in the face of an extraordinary growth in the volume 
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of traffic, and to the lack of preparation which had accom- 
panied the sudden passage to State operation. As time 
went on, new locomotives and new cars were added. The 
most urgent construction work was carried out, and so 
the greatest deficiencies were met. The organization of 
the service, hastily effected at first, has been improved 
and strengthened, and it is fair to say that, tho still in- 
complete, it is now in normal working order. 

In the disordered conditions which we have described, 
it was not to be expected that the financial results could 
be brilliant. In such circumstances, expenses necessarily 
mount. Moreover, the treatment of the employees, who 
had by various strikes voiced their discontent against the 
companies, was greatly bettered by the State. The fol- 
lowing figures indicate the average pay per employee dur- 
ing the period of private operation and that of the State. 

Ycart. Average Pay per Employee. 

_ . , ^ ( 1900 1,298 lire 

Private operation j lflQ1 ^ „ 

Ci . .. ( 1905-06 1,411 " 

State operation 1 1WMW , 7 1>m .. 

This change in the compensation of the employees has 
greatly affected operating expenses, since European rail- 
ways, unlike American railways, have 300 to 400 employees 
per kilometre. Two-thirds of their total operating ex- 
penses are spent on wages. 

With these reservations, let us consider summarily 
the finances of the roads. We may compare the accounts 
of one year of private operation with the last two years 
of State operation. 

Private Operation. State Operation. 

(1904-05) (1906-07) (1907-08) 

Gross income . 348,265,275 lire 429,910,776 lire 473,128,768 lire 
Expenditures . 282,687,578 " 382,253,177 " 435,992,584 " 
Net income . . 65,577,697 " 45,657,599 " 37,136,184 " 
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Thus there has been not only an absolute increase in 
expenses, but also a relative increase. Yet it would be 
unfair to draw inferences from these figures without bear- 
ing in mind several considerations. Some of these we 
have already set forth, such as the impossibility of keeping 
down expenses while the system of operation is being 
changed, and the more generous treatment of the em- 
ployees. But it is important to remember also that, as 
happens in all periods of great commercial expansion, a 
great rise in prices has taken place in the last few years. 
This rise has increased operating expenses not only upon 
the Italian railways, but upon all the railways of Europe, 
not excepting those, like the French Company roads and 
the Prussian State roads, which are reputed to be managed 
with the greatest economy. 

An important additional circumstance, however, makes 
the expenses appear greater than they really are. We 
have already seen that one of the gravest defects of the 
system of private operation lay in the insufficiency of the 
renewal funds. It will seem obvious, then, that, when 
State operation was introduced, an effort should be made 
to provide for these funds in a more liberal measure. The 
effort was well advised, but it introduces a difficulty in 
the comparison of accounts. 

We have already said that the railway balance sheet 
was to include the interest and amortization of all the 
expenses for property incurred by the State when the new 
system was put in operation. These were largely intended 
to supply the deficiencies of the past. The expenditures 
for 1907-08 were as follows: — 

General expenses 47,931,172 lire 

Operating expenses 301,966,662 " 

Complementary expenses 32,150,000 " 

Accessory expenses l 53,944,760 " 

Total 435,992,584 lire 

1 For the definition of Accessory and Complementary expenses see pp. 
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The table shows that the accessory expenses, which are 
not of a recurring sort, are so large as seriously to affect 
a comparison with the earnings. To discover, therefore, 
to what an extent State operation is more costly than 
private operation, it would be necessary to make an 
analytic study of the expenditures, comparing them, item 
by item, with those of private operation. Such a study, 
however, would be long and tedious, and extremely diffi- 
cult to bring to a precise conclusion. 

Nobody in our country believes that the State can 
operate the roads more cheaply than private companies 
could. This follows from the fact that governments, es- 
pecially representative governments like ours, are readily 
influenced to reduce rates and to enlarge facilities and 
trains without inquiring far into the industrial justifica- 
tion of these provisions. This has been our experience. 
Under State operation we have liberally reformed our 
passenger service, we have greatly lowered rates, and we 
have increased the number of trains and the comforts of 
travel. Some of these provisions encourage traffic, and 
may have the effect of increasing earnings; but, in general, 
such liberality is not consistent with a good financial 
showing. Yet financial loss does not necessarily prove 
that the management has failed to be for the best interest 
of the community as a whole. 

My own belief, which I state without reference to the 
argument of the present study, is that the economic evo- 
lution of the world is proceeding in the direction of State 
operation. The day will come when all the great nations 
will entrust to the State the duty of operating their rail- 
ways. It will, doubtless, be wise not to hasten that 
development, and to allow it to ripen of itself. But this 
opinion should in no way affect the conclusions which the 
reader may draw from the facts and figures which I have 
presented. At the risk of seeming to lack an opinion, I 
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have sought simply to explain Italian conditions as they 
are or have been, and I desire to repeat that the experience 
of Italy cannot be of much value to other countries. 
Italy adopted State operation, not for political reasons, 
like Germany, Russia, and other countries of Europe, but 
because, lacking an industrial basis for the support of the 
railways, it could successfully follow no other course. 

Filippo Tajani. 

Univeesite Commeeciale Bocconi, Milan. 



